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TAIWAN'S KEY ECONOMIC INDICATORS 


All values in US$ million 
unless otherwise indicated 


% Change 
Exchange Rate: US$1l=NT$36.00 1977 1978 1979 1980 78/77 79/78 80/79 


(Estimate) 


INCOME, INVESTMENT, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 22,551 26,887 
GNP at Constant 1976 Prices 21,242 24,1864 
Per Capita GNP, Current Prices 1,354 1,584 
Median Family Income (US$) 2,980 3,689 
Exports of Goods & Services 11,201 14,371 
Exports Share of GNP (%) 49.7 53.5 
Fixed Investment 5,889 7,061 
Fixed Investment's Share 26.1 26.3 
of GNP (%) 

Foreign Investment Approvals 164 213 
Marginal Capital/Output Ratio 2.85 1.97 
Indices: (1976=100) 

Industrial Production 112.9 141.0 
Mining 97.0 97.3 
Manufacturing 112.9 142.6 
Public Utilities 111.0 129.2 
Housing Construction 124.7 153.2 

Agricultural Production 104.0 102.1 
Crops 101.9 97.0 
Forest 81.4 78.8 
Livestock 233.7 118.6 
Fishery 109.1 112.6 

Industrial Wage 117.8 135.8 

Labor Productivity 107.4 128.0 

Labor Force (1,000 Persons) 6,030 6,333 
Unemployment Rate (%) 2.47 2.69 
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MONEY AND PRICES 


Money Supply 4,933 6,613 7,075 
Secured Loan Rate 10.50/ 10.50/ 13.50/ 
12.50 14.50 14.50 


Indices (1976=100) 
GNP Deflator 106.16 111.18 123.77 
Wholesale Prices 102.76 106.39 121.11 
Urban Consumer Prices 107.04 113.22 124.26 
Import Prices 103.35 104.75 121.86 
Export Prices 102.63 109.55 122.64 





All values in US$ million 
unless otherwise indicated 


Exchange Rate: US$1=NT$36.00 


BALANCE OF TRADE AND PAYMENTS 


Balance of Payments (Basic) 
Balance of Trade 
Exports, FOB, Current Prices 
Imports, CIF, Current Prices 
Oil Share 
Exports, FOB, 1976 Prices 
Imports, CIF, 1976 Prices 
Net Gold & For-Ex Holdings * 
External Public Debt 
(Incl. undisbursed) 
Debt Service Ratio 
Exports to U.S., FOB 
Machinery 
Sarment 
Quantity (1,000 MT) 
Plastic Footwear 
Quantity (Mil. Pairs) 
Radios and Cassett Recorders 
Quantity(1,000 pes) 
Handbags 
Quantity (1,000 MT) 
Black and White TVs 
Quantity (1,000 pcs) 
Color TVs 
Quantity 
Plywood 
Quantity 
Furniture 
Quantity 
Toys 
Quantity 
Others 
Imports from US, CIF 
Chemicals 
Machinery 
Electronic/Electrical Goods 
Transportation Equipment 
Soybeans, Corn and Wheat 
Quantity (Million MT) 
Cotton 
Quantity (1,000 MT) 
Others 


(1,000 pes) 
(1,000 Mu?) 
(1,000 MT) 


(1,000 MT) 


1977 1978 1979 


1,016 

850 
9,631 
8,511 
1,249 
9,121 
8,235 
3,569 
3,834 


2,011 
1,660 
12,687 
11,027 
1,550 
11,581 
10,527 
5,697 
4,348 


550 
1,330 
16,103 
14,774 
2,176 
13,130 
12,124 
5,625 
5,076 


6.30 

3,636 

291 
628** 
(68) ** 
325%** 
(138)** (123) (120) 
322*8 279 311 
(9,291) ** (10, 380) (9,858) 
126 206 244 
(43) ** (67) (65) 
159 192 211 
(2,814) ** (3,370) (3,555) 
63 166 
(369)** (667) 
101** 173 
(400)** (638) 
64** 89 
(58) ** (68) 
90** 132 
(30) ** (40) 
1,467 2,177 
1,964 2,376 
152 174 
371 354 
240 319 
112 159 
405 523 
(2.28)** (3.17) 
146 164 
(97) ** (124) 
538 683 


6.68 
5,010 
455 
795 
(75) 
346 


6.34 
5,652 
609 
805 
(66) 
379 


(3.96) 
144 

(106) 
919 


1980 
(Estimate) 


-600 
-800 
19,600 
20,400 
4,100 
14,798 
13,722 
5,350 
6,000 


6.00 
6,760 
710 
1,032 
(83) 
527 
(143) 
323 
(9,468) 
322 
(77) 
216 
(3,552) 
110 
(329) 
Lao 
(285) 
139 
(81) 
202 
(52) 
3,046 
4,890 
520 
900 
537 
208 
838 
(3.91) 
285 
(194) 
1,602 


% Change 
78/77 79/78 80/79 


104.8 
95.3 
35.5 
29.6 
24.1 
27.0 
27.8 
59.6 
13.4 


37.8 
56.4 
27.4 


(10.3) (-12.0) 


6.5 


-13.4 


-73.6 
-19.9 
26.9 
34.0 
40.4 
13.4 
15.2 
-1.3 
15.0 


12.8 
23.9 
1.3 


9.5 


(-10.9) (-2.4) 


11.4 


(11.7) (-5.0) 


63.5 


- 18.5 


(55.8) (-3.0) 


20.8 


(19.8) 


163.5 


9.9 
(5.5) 
-41.6 


(80.8) (-51.3) 


71.3 


9.8 


(59.5) (-28.8) 


39.1 


36.0 


(17.2) (13.2) 


46.7 


28.0 


(33.3) (10.0) 


48.4 
21.0 
14.5 
-4.6 
32.9 
42.0 
29.2 


11.6 
42.3 
198.3 
30.5 
19.8 
39.0 
40.3 


(39.0) (24.9) 


12.3 


-12.2 


(27.8) (-14.5) 


27.0 


34.6 


*Exchange rates per US dollars are NT$38 for 1977 and NT$36 for 1978 and 1979. 


**Trade data with double stars are based on Chinese tariff schedule classification, 


otherwise on Chinese commodity code classification. 
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SUMMARY 


Taiwan's economic miracle is continuing at a reduced pace. Econ- 
omic growth is expected to be 6.4 percent in 1980, less than in 
recent years but still respectable when compared with that of 
other economies. Industrial production is expected to grow by 7 
percent in spite of rising oil prices, and agricultural production 
is expected to drop by 1.2 percent as a result of the summer 
drought. Real investment is expected to grow by 7.8 percent. 


Foreign trade, an important sector of the economy, suffered. A 
trade deficit of about US$800 million, the first since 1975, was 
expected for 1980. However, Taiwan was expected to realize a sur- 
plus of about US$1.9 billion with the United States. 


An important development in Taiwan's economic policy is trade di- 
versification. Taiwan has actively cultivated the European mar- 
ket. As a result, two-way trade with Europe was expected to be 
US$5 billion in 1980, with a US$1 billion surplus. This expansion 
of trade included the establishment of five European banks in Tai- 
wan, and an agreement to purchase four Airbuses. 


The policy of diversification also extends to energy policy, and 
Taiwan is adapting its powerplants to use coal and nuclear power 
instead of oil. This energy diversification policy, together with 
energy conservation measures, appears to have had some effect. 

For the first time, the growth of energy divided by the growth of 
real gross national product (GNP) was less than 1. In the first 6 
months of 1980 this ratio was 0.84, compared with 1.48 in 1979 and 
1.19 in 1978. 


Another recent development is. the emphasis on stimulating 
technology-intensive industries. This policy will decrease the 
unemployment and underemployment of skilled workers--the only 
"labor problem" in Taiwan. 


Although there are no serious labor problems, inflation is rather 
high. The consumer price index (CPI) was expected to rise in 1980 
by 17 percent and the GNP deflator by 15 percent. Because much of 
the inflation is the result of rising oil prices, the inflation 
problem should be alleviated if oil prices become relatively stable 
and when Taiwan's energy diversification policies begin to have 
greater long-term effect. 
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The economic relationship with the United States will continue to 
grow. Despite trade diversification, the United States will re- 
Main Taiwan's number one market for exports and is approaching 
Japan as the number one supplier of imports. On the other hand, 
Taiwan may begin to compete with the United States in some lines 
of high-technology exports when its policy of stimulating 
technology-intensive industries begins to produce results. 
Serious competition from Taiwan in high-technology exports, how- 
ever, is far in the future. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth 


Despite rising oil prices and sluggish exports, the economy was 
expected to realize a growth of 7.2 percent in real GNP for the 
period from January to June of 1980. In contrast, U.S. real GNP 
dropped by 9.6 percent in the second quarter of 1980 as compared 
to the second quarter of 1979, and Japan's real GNP rose by 4.8 
percent for the first quarter. Taiwan's economic growth was also 
much stronger than the 4 percent for South Korea. 


The prospects for the second half of 1980 were not bright. The 
record second quarter dip in real GNP in the United States, Tai- 
wan's major export market, was expected to be felt in Taiwan in 
the second half of 1980. Moreover, a summer drought severely 
limited Taiwan's agricultural production. Therefore, the growth 
of real GNP for the period from July to December was unlikely to 
exceed 6 percent, down from 7.2 percent in the first 6 months of 
1980 and from the averages of 13.9 and 8.1 percent, respectively, 
for 1978 and 1979. 


With an expected real growth of less than 6 percent for the rest 
of 1980 and with an estimated inflation rate of 15 percent (GNP 
deflator), Taiwan's GNP at current prices was projected to be 
US$39.6 billion in 1980, showing a nominal growth of 22 percent. 
Per capita GNP was expected to exceed US$2,200, exceeded only by 
Japan, Hong Kong, and Singapore in East Asia. 


Problems in the industrial sector are also reflected in the per- 
formance of some of Taiwan's leading firms. The sales of Teco 
Electrical and Machinery Company are down 4 percent, and profits 
are down by 26 percent. Tatung, despite experiencing a 23-percent 
increase in sales, saw profits plunge by 49 percent. Formosa 
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Plastics, Taiwan's largest firm, claims that its profits would 
also drop despite an increase in sales because of alleged dumping 
of petrochemical feedstocks from the United States. 


Production 


Production was down in agriculture and in some important indus- 
tries. The decrease in agricultural production was due to the 
severe drought that almost dried up the reservoirs. The drought 
was so severe that water rationing was adopted in several large 
cities, including Taipei and Tainan. 


Agriculture 


The drought seriously affected the second rice crop of 1980. Es- 
timates are that 52,000 hectares of rice in southern Taiwan alone 
were not planted, which would reduce rice production by 170,000 
tons. Rice supplies, however, were expected to be sufficient due 
to an extraordinarily large first crop and the ban on rice ex- 
ports, which has since been lifted. With the rain from the recent 
typhoons, the drought has ended. Total crop production, including 
rice, was expected to fall by 4 percent in 1980. Forestry prod- 
ucts was expected to decrease by 10 percent due to limited re- 
sources. Livestock, on the other hand, despite being hurt by 
falling prices in 1979, was expected to rise by 8 percent. Fish- 
ing, because of rising fuel costs, was expected to gain only 4 
percent, down from the 9 percent growth of 1979. What growth the 
fishing industry realized was largely a result of fuel subsidies. 
The combined effects of the rates of change in these sectors were 
expected to result in a decline of 1.2 percent in overall agri- 
cultural production. 


Industry 


The picture for the industrial sector is less gloomy, but not with- 
out problems. The basic problem is a drought of a different kind-- 
the drying up of export markets in the industrial countries, es- 
pecially the United States. Because Taiwan's industries are ex- 
tremely dependent on exports (they account for: about 55 percent of 
GNP), the recession in the United States and other industrial 
countries has affected some key industries. 





Manufacturing 


Textiles, electronic/electrical goods, plywood, furniture, 
plastics, and iron and steel are industries that are facing 
slumps. The plywood and furniture industries have been hit par- 
ticularly hard by the drop in construction in the United States 
and higher lumber prices. Exports of plywood and furniture de- 
creased by 15 percent from July of 1979 to July of 1980. Stat- 
istics on industrial production are in the following table. 


Annual growth rates of manufacturing production 
(January to June 1980/January to June 1979) 


Growth 
Type of industry (percent) 


Manufacturing industries 8.78 
Petroleum and coal products 41.63 


Metal products 
Textiles 


Electronic/electrical goods: 
Household appliances 


Electronics 


Electronic components 


Garments 
Chemical products 


Transportation equipment 


Nonmetalic minerals 
Plastic products 


Plastic footwears 


Paper and printing 

Rubber products 

Chemical materials: 
Basic chemicals 
Petrochemicals 
Manmade fibers 

Leather products 

Precision instruments 

Beverages and tobacco 

Machinery 

Food processing 

Basic metals 

Plywood and furniture 


23.38 
17.02 
13.79 
-12.90 
11.10 
17.90 
13.66 
12.43 
11.10 
10.42 
8.31 
10.90 
6.52 
6.52 
4.23 
-.66 
1.62 
3.76 
3.86 
Asan 
~ 08 
~.9¢ 
-4.91 
-5.45 
-25.09 
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The problems of the petrochemicals industry exist because domes- 
tic prices of petrochemical intermediaries are much higher than 
those in the international market; thus, downstream plastics and 
synthetics firms are losing their competitive edge because they 
are required to buy raw materials on the domestic market. 


The iron and steel and machinery industries are also having prob- 
lems. Their problems, however, stem mainly from decreasing de- 
mand, partially the result of increasing protectionism in Japan 
and the United States. Iron and steel production dropped by 13 
percent, while machinery production decreased by 1 percent in the 
first half of 1980. 


One industry that is not having problems is footwear. For the 
first 7 months of 1980, footwear exports increased 63 percent over 
the same period of 1979. Production in the first half of 1980 
rose by 11 percent over the first half of 1979. The success of 
this industry is the result of market diversification to Latin 
America and Western Europe. 


The auto industry is also growing quite rapidly. For the first 6 
months of 1980, auto production was 66,134 units, & growth of 28 
percent over the same period of 1979. While this growth is much 
less than the 50 percent realized in 1979, the outlook for Tai- 
wan's auto industry is bright. With per capita income rising 4.4 
times since 1970, the automobile is no longer a luxury in Taiwan. 


Mining 


The mining sector grew by 4.1 percent from January to June 1980. 
This growth rate was achieved despite a decline in coal production, 
Taiwan's main mineral product. The decline in coal production has 
been made up by increases in the production of quarry stones, such 
as marble. The mining sector was expected to grow by 5 percent 
for 1980, as compared to a production decline of 1 percent in 1979. 


Public Utilities 


The public utilities sector was expected to have a 6-percent growth 
in 1980; this sector grew by 8.7 percent in 1979. The slowdown in 
growth was largely the result of a conservation plan and rising 

Oil prices. Public utilities usage by consumers and industry in- 
creased by 7.4 percent in the first half of 1980. The increase in 
the first half of 1979 was 13.4 percent. 





Construction 


A significant increase in housing construction is anticipated. 
Investors are continuing to pump funds into real estate because 
of rising housing prices and despite high interest rates. Single 
family houses increased by 11.1 percent in the first 6 months of 
1980 and have increased by 32.2 percent since 1978. 


Overall industrial production--the combination of manufacturing, 
minerals, public utilities, and construction--was expected to grow 
by approximately 7 percent in 1980. The growth for 1979 was 
nearly 9 percent. 


Investment 


With the slowdown in economic growth, investment growth has also 
Slowed down. The rate of increase of real fixed investment in the 
first half of 1980 was 9 percent, as compared to 12 percent in the 
first half of 1979. For all of 1980, real investment was expected 
to grow by 7.8 percent, as compared to 17.7 percent in 1979. 


Applications for the expansion of existing companies or new pri- 
vate companies in the first half of 1980 were 13 percent less than 
in the same period of 1979. The decline in applications for ex- 
pansion means that private investment will continue to slacken. 


Much of this lack of private investment will be taken up by the 
efforts of the authorities to make industry more capital intensive 
and more technology intensive. Capital-intensive projects include 
the joint venture between Taiwan Machinery Manufacturing Co. and 
General Motors to produce heavy trucks with an investment of 
US$100 million. The construction of Taiwan's fourth naphtha 
cracker began in 1980 in a joint venture between Chinese Petroleum 
Corp. and Amoco Chemicals Corp. This naphtha cracker will double 
Taiwan's capacity of purified terephthalic acid production to 
300,000 MT a year. This investment will amount to US$100 million. 


Technology-intensive projects include plans to build an electric 
car factory in Hsinchu Science Park, an industrial area devoted to 
technology-intensive industries. Eleven applications have been 
approved for the Hsinchu Science Park. These projects are in the 
fields of minicomputers, integrated circuits, microfilms, and high- 
pressure flow-cutting instruments. Several joint ventures have 
also been formed to develop the capability of making turbine gen- 
erators (General Electric), to provide design services for nuclear 
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powerplants (Ebasco-CTCI Corp.), and to provide construction 
services (Pacific Engineering and Constructors, Ltd.). 


Foreign Trade 


Taiwan had a merchandise trade deficit in 1980. The culprit was 
rising oil prices, which also caused considerable deterioration 
in the terms of trade. 


Taiwan's exports in the first 7 months of 1980 increased to 
US$11.0 billion, 25.8 percent over the same period of 1979. Im- 
ports rose by 43 percent to US$11.4 billion, leaving a trade 
deficit of US$0.4 billion, Taiwan's first since 1975. 


Rising oil prices in the first 7 months of 1980 have caused the 
value of crude and fuel oil imports to rise to US$2,664 million, 
more than double the US$1,231 million for the same period of 1979. 
Meanwhile, oil imports as a share of total imports jumped from 15 
to 23 percent. 


While oil was the major import, textiles and electronics dominated 
exports, accounting for nearly 40 percent of Taiwan's total ex- 
ports. In the first 7 months of 1980, textile exports were 
US$2,287 million, and electronic and electrical goods exports were 
US$1,954 million, with annual growth rates of 15.2 and 33.7 per- 
cent, respectively. The annual growth rates of both categories 
slowed to 8.6 percent in July. 


The trade deficit in 1980 was accompanied by deteriorating terms 
of trade. Import prices rose 25.45 percent in the first 7 months 
of 1980 over those for the same period in 1979, while export 
prices rose by only 8.9 percent: 


U.S.-Taiwan Trade 


Despite an overall trade deficit in 1980, Taiwan will continue to 
run a trade surplus with the United States. To bring about more 
balanced trade with the United States, Taiwan continues to pursue 
the "Buy America" policy. Since early 1978, five buying missions 
have visited the United States, signing contracts valued at 
US$4.5 billion. The sixth mission is scheduled to leave for the 
United States in the spring. 


The "Buy America" policy has stimulated U.S. exports to Taiwan. 
In the first 7 months of 1980, the United States exported US$2,699 
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million to Taiwan. Taiwan's trade surplus with the United States 
for that period was US$1,091 million, down from the US$1,309 mil- 
lion for the first 7 months of 1979. 


For 1980, Taiwan was expected to have a trade surplus of US$1,870 
million with the United States. Taiwan's surpluses with the 
United States were US$2,634 million for 1978 and US$2,271 million 
for 1979. 


Taiwan-Japan Trade 


With Japan, Taiwan's trade problem is the opposite of that with 
the United States: trade deficit. In the first 7 months of 1980, 
Taiwan's exports to Japan were US$1,236 million, down 5 percent 
(annual rate). Imports were US$3,148 million, up 21.6 percent 
(annual rate). In this period, Taiwan's trade deficit with Japan 
expanded to US$1,912 million from US$1,288 million for the same 
period of 1979. 


The chronic trade deficits with Japan have prompted Taiwan to 
Suggest at the Taiwan-Japan economic conference that Japan ini- 
tiate a series of "Buy Taiwan" missions. 


Taiwan's declining exports to Japan have caused Japan to slip in 
importance as a market for Taiwan exports. The European Economic 
Community (EEC) has recently replaced Japan as Taiwan's second 
largest market for exports. This increase in exports to EEC is 
the result of concerted efforts to diversify markets. From Jan- 
uary to June 1980, exports to EEC jumped 33 percent over those in 
the same period of 1979 to US$1,360 million, far exceeding the 
US$1,067 million in exports to Japan. 


To help serve the expanding European trade, approval has been 
given for five European banks to open branches in Taipei. One of 
the banks, Grindlay's of the United Kingdom, opened for business 
on August 20, 1980, and two others, Banque de Paris et des Pays 
Bas and Societe Generale opened in October. 


Ironically, efforts to diversify export markets have succeeded 
"too" well with EEC. In the first 6 months of 1980, Taiwan had a 
surplus of US$545 million with EEC. To help alleviate this prob- 
lem, high-ranking economic and commercial figures visited Europe 
in early 1980 to implement a "Buy Europe" policy 


As a result, China Airlines will buy four Airbuses, and the ban on 
imports of European cars was lifted. In addition, China Steel 
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signed a US$13 million contract to buy steel mill facilities from 
France; Taiwan Power Co. is trying to get power generating equip- 
ment and technology from Europe; and a "Buy Europe" mission is 
now being planned. 


Trade diversification. efforts have also been made with other 
countries in Africa, the Middle East, and Latin America. Many 
machinery display centers have been established in these areas. 
Furthermore, the ban on trade with five East European countries 
was lifted late last year, and Polish ships are now allowed to 
call regularly at ports in Taiwan. 


Labor 


The economy is operating at full employment. By the standard def- 
inition of cyclical unemployment, the unemployment rate was 1.3 
percent in June 1980. Using a slightly broader definition of un- 
employment, to include those intending to work but not actively 
seeking work, results in an unemployment rate of 2.2 percent. 


At full employment, Taiwan is able to maximize the output from its 
labor force. Moreover, labor productivity has been growing faster 
than real wages (wages divided by the CPI). In the first half of 
1980, industrial labor productivity increased by 6.8 percent (an- 
nual rate), about the same as the 7 percent of 1979. While this 
growth is impressive, it is much less than the 19-percent growth 
in productivity realized in 1978. Meanwhile, nominal manufactur- 
ing wages increased by 18.6 percent (annual rate) in the first 
half of 1980, but, after accounting for inflation, real wages rose 
by only 0.9 percent. For this sector in 1979, nominal wages rose 
by 20.4 percent, and real wages rose by 9.7 percent. 


The ability to increase labor productivity faster than real wage 
rates has enabled the economy to maintain its export competitive- 
ness. For the last 20 years Taiwan has depended on low-wage labor 
in its exports-driven economic growth. During this period, the 
plan was to stimulate labor-intensive industries to reap the maxi- 
mum benefit from inexpensive labor. By encouraging the establish- 
ment of industries such as textiles and the assembly of electronic 
and electrical goods, Taiwan realized an average annual growth 
rate of 9.6 percent from 1960 to 1979. To this day, these labor- 
intensive industries remain the backbone of the economy. 


One of the problems with this labor absorption policy is that 
labor absorbed is primarily low skilled. With.increases in the 
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education level of the populace, unemployment among skilled work- 
ers is much higher than among unskilled workers. In May 1980, the 
ratio of jobseekers to job vacancies among primary school grad- 
uates was only 0.1. For college graduates and above, the ratio 
was 2.7. 


Thus, the only basic weakness in the industrial structure is its 
inability to absorb skilled workers. Economic planners have long 
recognized this fact and are actively pursuing a drive to develop 
technology-intensive industries. Thus, while past policy was 
directed at absorption of unskilled labor, current policy is 
directed at the absorption of skilled labor. 


Although Taiwan needs to improve its absorption of skilled labor, 
it has no major labor unrest. Unemployment is low; labor produc- 
tivity is growing; strikes are not allowed; collective bargaining 
is nonexistent; and the legal minimum wage is irrelevant in as 
much as current wage levels are above the legal minimum wage. 


Energy 


The cost of oil has increased very rapidly--by a factor of 13 since 
the end of 1974--causing a variety of problems in the economy. In 


foreign trade, oil price increases first caused a trade deficit in 
1975 and more recently a trade deficit of US$423 million in the 
first 8 months of 1980. 


Rises in oil prices also produce detrimental inflationary and un- 
employment effects. Perhaps the most detrimental effect is the 
high degree of uncertainty introduced into the economy. To enable 
the economy to better absorb future oil price shocks, an energy 
diversification policy seeks to reduce dependence on oil, most of 
it from the Middle East. Several oil-fueled power generators have 
been adapted to use coal. Two nuclear power reactors are now in 
Operation, and four others are under construction. Twenty-four 
coal-fired power generators and 14 more nuclear reactors will be 
built or be under construction by 1989. Finally, major industrial 
energy users, such as cement and glass makers, are encouraged to 
change from oil to coal as an energy source. Consequently, im- 
ports of coal and uranium have increased substantially and are ex- 
pected to continue to increase in the future. 


Diversification of energy supplies by geographical areas is also 
underway. Kuwait and Saudi Arabia are Taiwan's major oil sup- 
pliers. Their daily supply of 280,000 barrels (bbl) accounts for 
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Energy Supply 


nT 


1979 1989 


1,000KL1 Share 1,000KL Share 
(percent) (percent) 


Totals: 31,467 100.0 79,030 
Coal 3,996 12.7 22,406 
Crude petroleum 22,461 38,529 
Natural gas 45139 4,370 
Hydropower 1,244 2,926 
Nuclear power 1,626 10,799 

Domestic Production: 5,636 10,603 
Coal 2,022 2,167 
Crude petroleum 200 1,140 
Natural gas 26i1W 4,370 
Hydropower 1,244 2,926 

Imported energy: 25,831 68,427 
Coal 1,974 20,239 
Crude petroleum 22 ass 37,389 
Nuclear fuel 1,626 10,799 
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lx = kilocalorie. 
Source: Council for Economic Planning and Development, 
Ten-Year Economic Plan. 


80 percent of Taiwan's total oil imports. While they will remain 
the main suppliers in the foreseeable future, Taiwan is trying 
hard to secure oil supplies from other sources. Chinese Petroleum 
Corp. (CPC), a State-owned oil refinery plant, and various oil 
suppliers have contacted Mexico about the feasibility of getting 
oil from Mexico. CPC is already importing 30,000 bbl of crude oil 
from Nigeria on a trial basis, and has contracted to engage in oil 
exploration in the Philippines. Negotiations to build a naphtha 
cracker in Indonesia are underway; and CPC plans to invest in a 
petroleum refinery plant in Hawaii with Pacific Resources. As for 
coal, Taiwan has signed long-term contracts with South Africa, 
Canada, Australia, and the United States. An agreement has also 
been reached to exploit coal in the Philippines. 


Inflation, Money Supply, and Interest 


Inflation was serious in 1980, mainly as a result of the sharp in- 
creases in import prices. Oil prices rose 102.5 percent in the 
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first 6 months (annual rate). Consequently, the GNP deflator in- 
creased by 15.0 percent for the period from January to July 1980 
(annual rate). Import prices climbed 25.5 percent; wholesale 
prices advanced 22.4 percent; and retail prices rose 17.5 percent. 
Prices were expected to remain stable for the rest of 1980, so 
that the increase for all of 1980 was estimated to be 22 percent 
for import prices, 20 percent for wholesale prices, and 17 percent 
for retail prices. 


Money supply (Ml) was under control during the first 6 months of 
1980. Ml had an annual growth of 17.6 percent as of the end of 
June, falling within the range of 15 to 20 percent, which is con- 
sidered satisfactory by financial and monetary authorities. 


Interest rates on commercial bank loans have remained unchanged 
despite the drastic prime rate changes in the United States. 
Rates on secured loans are kept in the range of 13.5 to 14.5 per- 
cent, while those on export loans are at 10.5 percent. The rates 
were much lower than the U.S. prime rate in the early part of 
1980; this disparity has had some impact on short-term capital 
flow but little impact on long-term capital flow. According to 
the Central Bank of Taiwan, in the second half of 1979 short-term 
capital had a net outflow of US$930 million, compared with a net 
inflow of US$113 million for the same period of 1978. 


Recently Taiwan has had a net inflow of long-term capital of about 
US$400 million a year. Heavy investment is still needed to build 
up the infrastructure, including powerplants, railways, and port 
facilities. Investment is also needed for the development of 
heavy industries, including heavy truck manufacturing, petrochem- 
icals, electrical and nonelectrical machinery, computers, and 
sophisticated electronic products. 


Taiwan, with its good credit, will not have any difficulty raising 
the necessary funds. Taiwan's debt-service ratio (interest and 
principal payments over exports) is very low: 0.063 in 1979 and 
around 0.06 in 1980. 


By the end of 1979, Taiwan's total external public debt was 
US$5,076 million. This debt increased to US$5,532 million at the 
end of June and was expected to reach US$6 billion by the end of 
1980. 


Much of Taiwan's external funds come from the U.S. Export-Import 
Bank and U.S. commercial banks, which provided 47 percent of the 
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long-term loans obtained by Taiwan in 1979. However, with the 
concerted efforts to increase European trade, European financial 
institutions will play an increasing role in the financing of 
Taiwan's long-term capital. Indications of this trend include 
the coming of five European banks--Grindlay's of the United King- 
dom, European Asian Bank, Societe Generale, Banque de Paris et 
des Pays-bas, and Hcollandsche Bank-Unie N.V.; the successful 
floating of US$25 million of floating rate notes by Taiwan's Bank 
of Communications in London; and agreements between Bank of Com- 
munications and five European banks to provide US$60 million loans 
for imports of machinery from Europe. 


IMPLICATIONS FOR THE UNITED STATES 


Diversification Policies 


The most significant development in Taiwan's economic policy is 
its concerted efforts at diversification. The diversification of 
trade will naturally mean that the importance of the United States 
as a trading partner (measured in terms of export or import 
shares) will decrease. On the other hand, the United States will 
remain the largest single market for Taiwan's exports. In the 
first 8 months of 1980, U.S. imports of US$4,412.7 million ac- 
counted for 34.7 percent of total Taiwan exports. Japan, the next 
largest market for Taiwan exports, accounted for only 11.0 percent 
of total Taiwan exports. 


The United States is Taiwan's second largest supplier of imports. 
The United States has long lagged behind Japan, but the gap has 
been decreasing; in the first 8 months of 1980, Japan accounted 
for 27.6 percent of Taiwan's imports while the United States ac- 
counted for 24.0 percent. The comparable figures for 1979 were 
22.9 percent for the United States and 30.9 percent for Japan. 


American products with good prospects in Taiwan are agricultural 
goods; chemical raw materials; production equipment for elec- 
tronics, metalworking, machinery, and construction industries; 
process controls and testing equipment; computers; health care 
equipment; and pollution control equipment. 


Recent Developments 


A recent development of interest to the United States is the 
slight relaxation of the restrictive policy on foreign bank 
operations. Lending limits for branches have been raised to 
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7 percent of the net worth of a foreign bank or NT$100 million, 
whichever is larger. This should permit U.S. branches to be more 
responsive to the needs of customers in this rapidly developing 


economy. 
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